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Joel D. 


Joel D. Harvey was born in Gen- 
eva, Illinois, at the end of the last 
century. He lived around Chicago 
until he entered the Massachusetts 
Institute of Technology in 1917. Be- 
fore completing his work at M. I. T., 
he wisely worked first as a machinist 
at the Bath Iron Works at Bath, 
Maine, and then in the high tension 
meter department with the Common- 
wealth Edison Company in Chicago. 
He returned to M. I. T. and in 1922 
received his degree as Bachelor of 
Science, and then worked for three 
years with the Belden Manufactur- 
ing Company in Chicago, where he 
obtained factory experience as well 
as experience in engineering and cost 
work. 

In 1925 he entered the Business 
School at Harvard and after he was 
graduated in June, 1927, he joined 
our Boston office, where he has been 


Albert E. 


Albert E. Hunter is a native of 
Boston and attended its public schools, 
later taking courses in mathematics 
and other subjects at Boston’s fine 
evening schools and in university ex- 
tension courses. In addition to a fine 


Harvey 


an ever present help in all that office’s 
various fields of activity. In recent 
years he has been particularly busy 
with problems of investment com- 
panies and Security Act registrations. 

Mr. Harvey is a C.P.A. of Massa- 
chusetts, a member of the American 
Institute of Accountants, the Massa- 
chusetts Society of Certified Public 
Accountants and the Boston Chapter 
of National Association of Cost Ac- 
countants. 

Mr. Harvey combines a quiet and 
friendly personality with an effective 
influence in his relations with both 
clients and staff. He is married and 
has one daughter. Their home is on 
Beacon Hill, in Boston, except in the 
summer when the family live in the 
country in Duxbury, Massachusetts, 
all good evidence that he is fully 
acclimated to New England. 


Hunter 


mentality, he has an attractive per- 
sonality which wins friends and abil- 
ity which holds them. 

For a while he was engaged in 
newspaper work which he left in or- 
der to enter the army in 1917. He 
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was then in France for twenty 
months with the United States Medi- 
cal Corps. 

Mr. Hunter joined the Boston 
staff in September, 1919. During the 
ensuing twenty-two years he has had 
experience with about every type of 
business handled by the Boston office 
and specializing, if at all, in problems 
of manufacturing. 

Since 1925 he has been a Massa- 
chusetts Certified Public Accountant 
and has been an active and successful 
officer in various accounting societies, 
having served as Secretary of the 
Massachusetts Society of Certified 
Public Accountants for three years 
and as President for 1940-41. Dur- 
ing that year he was also Chairman 
of the Advisory Council of State So- 
ciety Presidents of the American In- 


Harry H. 


Harry H. Steinmeyer was born in 
Philadelphia on August 22, 1894, 
and attended the grade and high 
schools in that city. He entered the 
employ of the Reading Railway Com- 
pany in 1911 as a clerk and secre- 
tary and remained with that Company 
until February 1917, when he en- 
tered the employ of an investment 
company. During the period of his 
employment with the railway and in- 
vestment companies, Mr. Steinmeyer 
matriculated at the Evening School 
of Finance and Accounts of the Uni- 
versity of Pennsylvania. 

In the Fall of 1917 he was drafted 





stitute of Accountants. His present 
assignments are Chairman of the Ed- 
ucation Committee of the state so- 
ciety and member of the Committee 
on Publication of the Institute. He 
is also a member of the Boston Chap- 
ter of the National Association of 
Cost Accountants, and for two years 
was Instructor in Accounting at 
Northeastern University. 

Mr. Hunter lives in Needham, 
Mass., and is serving his third term 
as Chairman of that town’s local Red 
Cross chapter, is Vice President of 
the local Taxpayers Association and 
is Chairman of the Auditing Com- 
mittee of the Greater Boston Com- 
munity Fund. 

Mr. Hunter is married and has two 
daughters. 


Steinmeyer 


to serve in World War I, and upon 
his discharge from the Army as a 
First Lieutenant of Infantry in De- 
cember, 1918, he sought employment 
with a firm of public accountants. 
He joined the staff of our Philadel- 
phia Office on January 3rd, 1919, 
where he has remained, except for a 
brief assignment on the staff of the 
Pittsburgh Office in 1924. 

Mr. Steinmeyer originally devoted 
much of his time to tax matters, but 
has since had a broad experience in 
all lines of accounting. 

He obtained his C.P.A. certificate 
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in Pennsylvania in 1926, and is a 
member of the Pennsylvania Institute 
of Certified Public Accountants and 
American Institute of Accountants. 
Mr. Steinmeyer is married and has 


a daughter and son. His favorite 
recreation is golf, and he is a member 
of Llanerch Country Club. The 
Steinmeyers live in Brookline, Dela- 
ware County, Penna. 


Carl H. Zipf 


Cari H. Zipf was born in Johns- 
town, Penna., on December 30, 1889. 
He attended the elementary and high 
schools in that city, and was gradu- 
ated from high school in 1908. 

After leaving high school, Mr, Zipf 
entered the employ of a large depart- 
ment store as a clerk in the account- 
ing department; later worked as an 
individual ledger bookkeeper in a na- 
tional bank; then as bookkeeper in 
a manufacturing company which is 
now a client of our Pittsburgh Office. 

Mr. Zipf attended the Wharton 
School of the University of Pennsyl- 
vania, where he took a special two- 
year course in accounting from 1914 
to 1916. 

He entered the Philadelphia Office 
on October 26, 1916. Mr. Zipf was 
in the Pittsburgh office for several 
months in 1917, assisting Mr. Keast 
who was the manager of that office. 


Mr. Zipi entered the military serv- 
ice in January, 1918, during World 
War I, being stationed first at Fort 
Slocum, New York, then in the Sig- 
nal Corps, and later in the Bureau 
of Aircraft Production during the pe- 
riod when the accounting work on 
aircraft production cost-plus con- 
tracts was being organized by our 
firm. 

He received his C.P.A. certificate 
in Pennsylvania in 1925, and is a 
member of the Pennsylvania Insti- 
tute of Certified Public Accountants, 
American Institute of Accountants, 
and the National Association of Cost 
Accountants. 

Mr. Zipf is married and has two 
sons and a daughter. Their home is 
in Bryn Mawr, Penna. He is a 
member of Llanerch Country Club, 
but gets more enjoyment out of gar- 
dening. 
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Accounting for Government Contracts" 


The Government of the United 
States is an unusual customer under 
ordinary conditions and is still more 
so in the present emergency. It re- 
quires at this time more extensive 
construction and the procurement of 
a greater variety and quantity of ma- 
terials and products than at any pre- 
vious time in our history. The man- 
ner of doing business with govern- 
ment, the procedures and prerequi- 
sites of obtaining contracts, wages 
and hours under federal labor legis- 
lation, limitations on profits, ques- 
tions of reimbursement and financing, 
are but a few of the many problems 
that arise under government con- 
tracts. All of them affect account- 
ing to some degree, and they could 
be explored with interest and profit 
to us all. However, since we meet 
as members of an Association of Cost 
Accountants, we are approaching our 
subject with chief emphasis on ac- 
counting for costs, however prosaic 
that may seem in these exciting times. 


Contracts 


I shall not discuss the terms and 
provisions of all the various forms of 
government contracts, but shall refer 
briefly to the types of contracts chief- 


*A talk ie Mr. Staub at a meeting of 
the Greenwich (Conn.) Chapter of the 
National Association of Cost Accountants 
on May 27, 1941. Mr. E. J. Taylor of 


the New York staff rendered valuable as- 
sistance in gathering the material for this 
talk. 





ly concerned with the subject of costs. 
Such contracts include: 


Cost-plus-fixed-fee construction 
contracts 

Cost-plus-fixed-fee supply contracts 

Emergency plant facilities contracts 

Defense Plant Corporation con- 
tracts 


Cost-PLus-FIxED-FEE CONSTRUC- 
TION CONTRACTS 


The contractor under this form of 
contract receives reimbursement for 
costs incurred, plus a fixed fee of 
definite amount. The fee is usually 
computed or negotiated on the basis 
of the estimated cost and, in the 
words of the contract, “shall consti- 
tute complete compensation for the 
contractor’s services, including profit 
and all general overhead expenses.” 
The estimated cost and the fixed fee 
are subject to increases or decreases 
resulting from agreed changes in the 
work to be done or from modification 
of the size of the project. 

Reimbursement for costs incurred 
includes such of the contractor’s ac- 
tual expenditures in the performance 
of the work as come under the terms 
of the contract, and as may be ap- 
proved or ratified by the contracting 
officer. 


~Later Note: An opinion rendered 
on September 29, 1941, by the Comptroller 
General makes an important exception to 
this general rule. The opinion held that 
under existing regulations of the Construc- 
tion Division, office of the Quartermaster 
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The contractor is also paid a rental 
for such “construction plant” or parts 
thereof in sound and workable condi- 
tion as he may own and furnish. 
“Construction plant” includes items 
such as pumps, derricks, concrete 
mixers, boilers, motors, drills, hoists, 
cranes, etc., exceeding $300 in value. 
When and if the total rental paid to 
the contractor for any piece of equip- 
ment shall equal its value (as de- 
clared by the contractor and accepted 
by the contracting officer when put in 
service) plus one per cent per month 
for each month in use, no further 
rental may be collected by the con- 
tractor. 

Under these contracts the contrac- 
tor agrees “to keep records and books 
of account, on a recognized cost-ac- 
counting basis, showing the actual 
cost to him of all items of labor, ma- 
terials, equipment, supplies, services, 
and other expenditures of whatever 
nature for which reimbursement is 
authorized under the provisions of 
this contract.” 

Reimbursement is based upon doc- 
umentary evidence of disbursements 
by the contractor,—original pay rolls, 
invoices, etc. These documents are 
preaudited on behalf of the govern- 
ment department concerned through 
a field auditor and staff assigned to 
each project. 





General, a cost-plus-a-fixed-fee contractor 
is not free to make purchases of materials 
and supplies without first having obtained 
approval of the Construction Quartermas- 
ter, and that approval cannot be given to 
the purchase by a contractor of materials 
and supplies at prices in excess of those 
scheduled in the Treasury Department Ap- 
propriation Act, 1941. 








Cost-PLus-FIxED-FEE SuPPLY Con- 
TRACTS 


The fixed fee under supply con- 
tracts is a percentage of the total esti- 
mated cost of the materials to be sup- 
plied. As in the case of construc- 
tion contracts, the estimated cost and 
the fixed fee under supply contracts 
are subject to increases or decreases 
resulting from authorized changes in 
design, specifications, quantities, etc., 
under the contract. Should the ac- 
tual cost be less than the estimated 
cost, the contractor shall be paid the 
specified fixed fee plus one-half of 
the amount by which the actual cost 
of furnishing all items falls short of 
the estimated cost, provided, however, 
that the total fee to be paid to the 
contractor shall not exceed seven per 
cent of the estimated cost. 

The standard form of cost-plus- 
fixed-fee supply contract provides 
that allowable items of cost shall be 
determined by the contracting officer 
in accordance with Treasury Depart- 
ment regulations contained in Treas- 
ury Decision 5000. The method of 
accounting is subject to approval of 
the contracting officer, but the con- 
tract form provides that no material 
change will be made in the contrac- 
tor’s accounting method if it con- 
forms to good accounting practice 
and the costs are readily ascertain- 
able from it. Another provision is 


that, so far as practicable, the con- 
tractor shall maintain a complete sep- 
arate system of accounts for work 
under the contract (Article 7(b) of 
However, in [.T. 


CPFF No. 3). 
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3120, under the Vinson Act, the 
Treasury ruled (1937) that where 
the system of accounting of the con- 
tractor clearly reflects the actual 
profit derived from the contracts, a 
separate system of detailed accounts 
is not necessary. It would not be 
practicable to observe the requirement 
for a completely separate system of 
accounts where a supplier has a num- 
ber of orders under work at the same 
time and not all of them are under 
government contracts. 

Allocations of costs among various 
orders simultaneously in work will 
have to be made through conventional 
methods as part of an integrated cost 
system. Standard costs may be used 
with periodical revisions for vari- 
ances. 

Preaudit procedures for purposes 
of reimbursement under cost-plus- 
fixed-fee contracts are not as detailed 
for supply contracts as for construc- 
tion contracts. Although the stand- 
ard form of contract calls for sub- 
mission of original pay rolls, invoices, 
etc., it is not always practicable to do 
so, particularly where manufacturing 
processes are involved and both gov- 
ernment and nongovernment con- 
tracts are in work. In such cases it 
is necessary, if the contract does not 
already so provide, for the acceptance 
of other evidence in a form satisfac- 
tory to the contracting officer cover- 
ing expenditures to be reimbursed. 


EMERGENCY PLANT FACILITIES Con- 
TRACTS 


This form of contract covers the 


construction or acquisition of manu- 
facturing facilities for performing 
supply contracts. Financing of such 
projects is arranged by the contractor, 
either (a) from his own funds, or 
(b) by loan from a bank or other 
financial institution, or (c) by loan 


from the Reconstruction Finance 
Corporation. Title is vested in the 
contractor. The government repays 


the construction or acquisition costs 
in sixty monthly instalments, subject 
to acceleration if the related supply 
contract terminates in a shorter pe- 
riod. Under these contracts the con- 
tractor preserves a future interest 
since he may, at the termination of 
the five year period (or at the earlier 
termination of the emergency), ac- 
quire the facilities by payment to 
the government for their then fair 
value or for original cost less ordi- 
nary depreciation. If such purchase 
option is not exercised, title to the 
facilities is conveyed to the govern- 
ment, 

Cost of construction or acquisition 
of emergency plant facilities is not to 
include profit to the owner-contractor 
but may include an amount to cover 
the costs of the services performed 
by the owner-contractor’s organiza- 
tion and other carrying charges dur- 
ing construction, to the extent set 
forth in the contract. Interest on 
funds expended, whether or not 
funds are borrowed, is an allowable 
item of cost prior to the date of com- 
pletion of the acquisition or con- 
struction of the facilities. The con- 
tractor is required to furnish a 
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monthly statement of expenditures 
for the acquisition or construction of 
facilities and also an annual state- 
ment of such expenditures which an- 
nual statement is to be certified as 
correct by an independent public ac- 
countant approved by the contracting 
officer. Upon completion there is to 
be filed a final report, also certified 
by the independent public accountant. 

A provision of these contracts is 
that the government and the contrac- 
tor propose in the negotiation of the 
price to be charged to the government 
for the manufacture and delivery of 
supplies, concurrently contracted for, 
to eliminate so far as is practicable, 
charges for amortization and depre- 
ciation of emergency plant facilities. 


DEFENSE PLANT CORPORATION CON- 
TRACTS 


This form of contract provides a 
distinctive method of government 
financing of construction or acquisi- 
tion of emergency plant facilities. 
Cost of the facilities is borne directly 
by Defense Plant Corporation (a sub- 
sidiary of Reconstruction Finance 
Corporation) and title is vested in 
that corporation. The contractor 
takes the position of lessee, with the 
Defense Plant Corporation as lessor, 
of the emergency plant facilities for 
the purpose of producing supplies 
covered by a related supply contract. 
The lessee undertakes to acquire the 
facilities and convey title to the De- 
fense Plant Corporation. The De- 
fense Corporation advances the funds 
necessary for carrying out the con- 


struction program, from time to time 
as the work progresses, upon requisi- 
tion of the lessee approved by the 
Defense Corporation. A representa- 
tive of Defense Corporation author- 
ized to approve such requisitions on 
its behalf is stationed at the site of 
construction during such times as 
lessee may require. All bills of ven- 
dors for machinery purchased by the 
lessee for the account of Defense 
Corporation pursuant to the provi- 
sions of the contract are to be sub- 
mitted promptly by the lessee to the 
Defense Corporation for payment. 

Under one form of lease the lessee 
pays a rental of $1 a year, and the 
lease is subject to cancellation under 
specified conditions. The lessee 
agrees to pay insurance, maintenance, 
taxes and assessments related to the 
plant facilities. Amortization and de- 
preciation of the facilities is to be 
eliminated in determination of the 
price charged the government for 
products manufactured in and by 
means of the leased facilities. 

Upon expiration or earlier termi- 
nation of the lease period (unless can- 
cellation has been effected because of 
a violation by the lessee of the terms 
of related supply contract with the 
government) the lessee has an option 
to purchase the plant facilities at a 
negotiated price or at cost less de- 
preciation computed at specified rates 
(provided, however, that the mini- 
mum residual value on all items shall 
be 15 per cent). 

Under a different form of lease the 
lessee pays a quarterly rental com- 
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puted upon its annual net sales and 
may include the rental as a cost in 
determination of price to the govern- 
ment under a related supply contract. 
Rentals paid by the lessee are not 
to exceed the amount expended by 
the Defense Corporation for the 
facilities plus interest at four per 
cent per annum, less interest at four 
per cent per annum on the rental pay- 
ments from the date of payment 
thereof. 


The reason for the two different 
plans of lease has been stated as fol- 
lows: 

(1) A rental of $1.00 per year, in which 
case the contractor will not charge the 
Government a price for the product which 
will include any charge for the facilities. 
Such a rental agreement is generally made 
with companies which will sell the entire 
output to the War or Navy Department; 


(2) A rental large enough to amortize 
the entire cost of the plant during its use- 
ful life. Such rental agreements are gen- 
erally made with those companies selling 
partly to the War or Navy Department 
and partly to private customers. 


Under the second form of the lease 
agreement, the option of the lessee 
to purchase the facilities is at the 
higher amount of (a) cost of the 
facilities to the Defense Corporation 
plus interest at four per cent per 
annum, less rentals paid by the lessee 
and interest thereon at four per cent 
per annum, or (b) cost of the facili- 
ties less depreciation computed at 
specified rates. 


Accounting Problems 


The accounting problems under 


government contracts are essentially 
problems of cost accounting. 

As a rule sound methods of cost 
keeping for general purposes of the 
specific industry are, with minor vari- 
ations, suitable for costing govern- 
ment contracts. As T. D. 5000 ex- 
presses it. “No definitions of the ele- 
ments of cost may be stated which 
are of invariable application to all 
contractors and subcontractors.” 

It is important that cost accounts 
and general accounts be coordinated 
so that compiled contract costs will 
be supported by accounting records. 
Use may also be made of supplemen- 
tary work sheet schedules, filed as 
part of the permanent accounting rec- 
ords and reconciled to the books of 
account, to compile all of the costs 
applicable to the contracts. In those 
cases where it is practicable and feas- 
ible to segregate operations on gov- 
ernment work in separate locations 
and to accumulate costs for this work 
alone, the accounting is simplified 
considerably. Adoption of a uniform 
classification of accounts by an in- 
dustry may contribute toward more 
ready acceptance of cost compilations 
by government departments and au- 
ditors. 

A feature of difference between 
ordinary cost accounting and cost ac- 
counting for government contracts is 
that, in a number of instances, the 
significant cost unit is the contract 
itself rather than the processes or 
individual items produced under the 
contract or order. For illustration, 
design and engineering costs, design 
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changes, losses due to inventory obso- 
lescence, defective work, etc., are cost 
factors which it is desirable to record 
against specific contracts rather than 
as part of factory overhead to be 
spread over all production on some 
mathematical basis. 

Government regulations contem- 
plate an “actual” cost basis of com- 
pilation, but a well developed stand- 
ard cost distribution, based on proven 
facts and experience, should consti- 
tute a useful technique in connection 
with stock parts or product classifi- 
cations. General application of stand- 
ard cost procedures, where there are 
frequent changes in the art, may 
necessitate frequent changes in stand- 
ards and give rise to material amounts 
of variances from “actual” costs. It 
would then be necessary to make pe- 
riodical analyses of variances and 
to allocate over- or under-absorbed 
amounts back to the contracts to 
which they apply. 


Cost-PLus 


The cost-plus-a-percentage-of-cost- 
for-profit type of contract, which was 
common during the war period 1917- 
18, is now prohibited by law. Peace 
time methods of government procure- 
ment have usually been based upon 
fixed-price contracts awarded on the 
basis of competitive bids. For the 
existing emergency there have been 
modifications of the ordinary pro- 
cedure for placing fixed-price con- 
tracts so as to expedite production 
and to encourage industry to under- 
take government work. However, a 





large part of the purchasing by the 
War and Navy Departments is still 
being done on the basis of fixed 
prices after competitive bidding or 
negotiation. 

To facilitate further the placing of 
government orders with industry 
there has been introduced the cost- 
plus-a-fixed-fee-for-profit type of 
contract, with the fixed fees being 
established by negotiation and usually 
ranging from five to seven per cent 
of the advance estimates of cost. 
“Cost” contemplated under this type 
of contract is not necessarily “actual 
cost” to the contractor. As has been 
indicated in the preceding brief dis- 
cussions of the principal forms of 
“cost-plus” contracts, costs are the 
expenditures defined in the body of 
cost-plus-fixed-fee construction con- 
tracts and approved by the contract- 
ing officers, or as determined for cost- 
plus-fixed-fee supply contracts in ac- 
cordance with Treasury Decision 
5000. Certain expenditures by the 
contractor such as those relating to 
indebtedness, previous investment in 
plant, or administrative or commer- 
cial policies may not be allowed as 
costs under these contracts and must 
be borne out of the fixed fees. 

To illustrate these general state- 
ments, some detail may be given of 
the allowable items of cost. 


CONSTRUCTION CONTRACT CosTs 


Under cost-plus-fixed-fee construc- 
tion contracts the enumerated items 
of allowable costs include: 


(a) Labor, material, tools, machinery, 
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equipment, supplies, services, power and 
fuel for either temporary or 
permanent use for the benefit of the work. 
Articles of machinery or equipment valued 
at $300 or less are classed as tools ;* 

(b) Subcontracts made in accordance 
with provisions of the agreement; 

(c) Rental paid for “construction plant” 
in sound and workable condition (rates 
are limited to those in a schedule at- 
tached to the agreement), or as allowed 
for use of contractor’s equipment; 


necessary 


(d) Loading and unloading, transporta- 
tion, installation and dismantling, and re- 
pairs and parts of and for “construction 
plant” ; 


(e) Transportation of materials and 
supplies ; 
(f) Transportation and traveling ex- 


penses of field forces; expenses of pro- 
curing labor and expediting production and 
transportation of materials and equipment; 

(z) Salaries of resident engineers, su- 
perintendents, timekeepers, foremen and 
other field employees in proportion to the 
actual time applied to the work. Com- 
pensation of such (included as 
cost) is not to exceed the highest rate dur- 
ing the year preceding the date of contract 
plus such increase as the contracting officer 
may approve. (In administration of these 
contracts by the Navy Department a maxi- 
mum limit of salaries charged to the work 
has been fixed at $9,000 per annum) ; 

(h) Temporary land rights required for 
the work; 

(i) Field offices, commissary, hospital 
and other facilities and the cost of main- 
taining and operating such facilities, except 
personnel and supplies for 


persons 


commissary 
operations ; 

(j) Insurance premiums; 

(k) Losses and expenses not compen- 
sated by insurance or otherwise; 

(1) Cost of reconstructing and replac- 
ing work destroyed or damaged, and not 
covered by insurance; 

(m) Payments under the Social Secur- 





ity Act, and applicable state or local taxes, 
fees or charges; permit and license fees 
and royalties on patents; 

(n) Transportation, traveling and hotel 
expenses of officers, engineers and other 
employees, actually incurred in connection 
with the work; 

(o) Reasonable allowance for work done 
in contractor’s general offices exclusively 
for and directly chargeable to the work; 

(p) Such other items as should, in the 
opinion of the contracting officer, be in- 
cluded in the cost of the work. 


DEDUCTIONS TO BE MADE FROM 
Costs 


These include the following : 

(a) Cash and trade discounts, rebates, 
allowances, credits, salvage, commissions 
and bonifications. The contractor is to 
use his best efforts to take advantage of 
these benefits and shall notify the con- 
tracting officer if unable to do so. Such 
benefits lost through no fault or neglect on 
the part of the contractor, or lost through 
fault of the government, are not to be 
deducted from costs; 

(b) Revenue from the operations of the 
hospital or other facilities, except com- 
missaries. 


Costs Not ALLOWABLE FOR REIM- 
BURSEMENT 

These include the following : 

(a) Salaries of the contractor’s execu- 
tive officers, expenses of the contractor’s 
main office or regularly established branch 
offices, and overhead expenses, except as 
specifically authorized under any of the 
subparagraphs that have been listed; 

(b) Interest on capital employed or on 
borrowed money. (Note that interest on 
funds expended under emergency plant 
facilities contracts, whether or not funds 
are borrowed, is an allowable item of cost 
prior to the date of completion of the 
acquisition or construction of the facili- 
ties.) 
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SuppLy CONTRACT CosTs 


Treasury Decision 5000 which 
was written primarily for government 
officers and employees charged with 
executive responsibility under Sec- 
tion 3 of the “Vinson Act,” but 
which Section has been suspended by 
the Second Revenue Act of 1940, is 
still in force in respect of costs un- 
der cost-plus-fixed-fee supply con- 
tracts. 

A general rule for allowable costs 
is stated in T. D. 5000 as follows: 

The cost of performing a particular con- 
tract or subcontract shall be the sum of 
(1) the direct costs, including therein ex- 
penditures for materials, direct labor and 
direct expenses, incurred by the contract- 
ing party in performing the contract or 
subcontract; and (2) the proper propor- 
tion of any indirect costs (including 
therein a reasonable proportion of man- 
agement expenses) incident to and neces- 
sary for the performance of the contract 
or subcontract. 


Into that broad definition it should 
be comparatively easy to fit almost 
any item. However, the decision goes 
on to define in detail the elements of 
cost for purposes of the Act. These 
elements are stated to be: 


(1) Manufacturing cost, that is, 
factory cost and other manufacturing 
cost ; 

(2) Miscellaneous direct expenses ; 

(3) General expenses—indirect en- 
gineering expenses and expenses of 
distribution, servicing and adminis- 
tration ; and 

(4) Guarantee expenses. 


The detailed definitions of the 


items which comprise factory cost 
contain no surprises. There are the 
familiar items of direct materials and 
productive labor, direct engineering 
labor and other direct factory costs, 
and indirect factory expenses, that is, 
factory overhead. The latter item 
covers labor, materials and supplies, 
service expenses, miscellaneous ex- 
penses, and the recurring charges 
with respect to the property used for 
manufacturing purposes, including 
maintenance and depreciation of rea- 
sonable stand-by equipment as well 
as depreciation and obsolescence of 
special equipment and facilities neces- 
sarily acquired primarily for the per- 
formance of the contract. It is stated 
that in making allowances for depre- 
ciation, consideration shall be given 
to the number and length of shifts. 
Included among miscellaneous fac- 
tory overhead are such items as pur- 
chasing ; rearrangement of facilities ; 
employees’ welfare ; compensation in- 
surance; unemployment, old-age and 
social security taxes ; pensions and re- 
tirement payments, and accident com- 
pensation. 

Other manufacturing costs are 
those which are not chargeable as 
factory costs but are properly to be 
included as a cost of performing a 
contract. Illustrations given are roy- 
alties, amortization of designs and 
patent rights, and deferred experi- 
mental and development charges. 

Miscellaneous direct expenses are 
to include cost of erection and in- 
stallation of the product or material 
manufactured or constructed, and 
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sundry items of expense properly 
chargeable direct to the cost of per- 
forming a contract, such as perform- 
ance bonds, sales taxes, freight-out, 
traveling, crash insurance, fees and 
expenses of demonstrations and tests. 
The general expense classification 
covers indirect expenses. Indirect 
engineering expenses include fees of 
consulting engineers, compensation of 
supervising engineers, and supplies 
and sundry expense of the engineer- 
ing department. Expenses of distri- 
bution, servicing, and administration 
include: salaries of corporate and 
executive officers and of administra- 
itive clerical and office service em- 
ployees; bidding and general selling 
expenses ; servicing expenses incident 
to delivered or installed articles and 
ordinary adjustments ; office supplies, 
postage, etc.; ordinary and necessary 
business contributions; employees’ 
welfare ; compensation insurance ; un- 
employment, old-age and social se- 
curity taxes; pensions and retirement 
payments; and accident compensa- 
tion. 
include the 
various items of factory cost, other 
manufacturing cost, cost of installa- 
tion and erection, indirect engineering 
expenses and other general expenses 
which are incurred after delivery or 
installation of the article manufac- 
tured or constructed and which are 
incident to the correction of defects 
or deficiencies which the contractor 
is required to make under the guar- 
antee provisions of a contract. 


Guarantee expenses 


T. D. 5000 also states the items not 
allowable as additions to cost under 
supply contracts. They include: in- 
terest on invested capital; interest on 
indebtedness (except as noted here- 
after) ; entertainment expenses ; dues 
and memberships other than in regu- 
lar trade associations; donations that 
are not ordinary and necessary busi- 
ness expenses; losses on other con- 
tracts and on investments ; profits or 
losses from sales or exchanges of 
capital assets (except as noted here- 
after); strike or lockout expenses; 
fines and penalties; amortization of 
unrealized appreciation of assets; 
maintenance and depreciation of ex- 
cess facilities; increases in reserves 
for contingencies, repairs, compensa- 
tion insurance (except certain self- 
insurance) and guarantees; federal 
and state income and excess profits 
taxes and surtaxes ; financing and or- 
ganization charges, such as bond dis- 
count and expense, legal and account- 
ing fees on issues and transfers of 
capital stock or other securities ; legal 
and accounting fees on claims against 
the United States (including income 
tax matters); life insurance pre- 
miums on lives of officers; exchange 
fluctuations ; bad debts and collection 
expenses. Cash discounts up to one 
per cent need not be credited against 
costs, excepting costs of subcontracts. 

Although not expressly so stated 
in the Treasury Decision certain sell- 
ing expenses, including compensation 
of employees engaged in selling, op- 
eration and maintenance of sales 
offices, commissions, advertising and 
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demonstrations, depreciation of sales 
equipment and gratis service, which 
do not constitute proper charges 
either as direct costs or a reasonable 
allocation because they do not relate 
to government contracts, may not be 
included in costs to be recovered as 
such under these contracts. 


INTEREST AS A COST 


T. D. 5000 states the general rule 
that interest incurred is not to be re- 
garded as a cost for cost-plus-fixed- 
fee contracts. By supplemental rul- 
ing (I. T. 3400) the Treasury has 
announced that this general rule as 
to interest incurred is not to be con- 
strued as preventing a reasonable al- 
lowance for interest (not in excess of 
four per cent per annum) paid on 
indebtedness incurred solely to ac- 
quire special additional equipment 
and facilities, the cost (or portion of 
the cost) of which is borne by the 
government, Also, that the general 
rule is not to be construed as pre- 
venting a reasonable allowance for 
interest (not in excess of four per 
cent per annum) paid on indebted- 
ness necessarily incurred, and the pro- 
ceeds of which are used, solely to 
provide working capital for the oper- 
ation of such special additional equip- 
ment and facilities. 

Interest earned is to be credited 
against interest paid. Interest cost al- 
lowed under the ruling is to be treated 
as an indirect factory expense to be 


allocated in accordance with T. D. 
5000. 


PROFITS OR LossES FROM SALES OR 
EXCHANGES OF CAPITAL ASSETS 
The general rule in T. D. 5000 is 
that such elements of cost are disal- 
lowed for purposes of reimbursement 
under cost-plus-fixed-fee contracts. 
The Treasury has issued a ruling 
(I. T. 3398) covering the circum- 
stances where a contractor disposes 
of machinery and equipment incident 
to the acquisition of special additional 
machinery and equipment for the per- 
formance of a government contract. 
Under this ruling a proper propor- 
tion of the net loss sustained under 
such circumstances may be allocated 
to the cost of performing such con- 
tract, if the contractor establishes that 
such disposition was made in connec- 
tion with such acquisition and that 
such disposition would not have been 
made but for the acquisition of the 
special additional facilities, 


OrTHER Cost ITEMS 


I. T. 3398 also dealt with other al- 
lowed or disallowed items of cost, for 
example that a state franchise tax, 
although based upon income, is not 
to be construed as an income tax ; and 
that employment of inexperienced la- 
bor in operating machinery, as well 
as any other factor affecting the use- 
ful life of equipment and facilities, 
is to be taken into consideration in 
determining the amount of deprecia- 
tion on such machinery to be allo- 
cated to the cost of performing a con- 
tract. There will no doubt be addi- 
tional rulings pertinent to the subject 
of allowable costs as sound business 
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practices developed after years of ex- 
perience are brought to the attention 
of the Treasury. 


ALLOCATION OF INDIRECT CosTS 


T. D. 5000 properly makes the fol- 
lowing admission : 

No general rule applicable to all cases 
may be stated for ascertaining the proper 
indirect costs to be 
allocated to the cost of performing a par- 
ticular contract or subcontract. Such 
proper proportion depends upon all the 
facts and circumstances relating to the 
performance of the particular contract or 
subcontract. 


proportion of the 


Methods of allocation, which 
stated to be acceptable in a majority 
of cases, are then outlined in the de- 


are 


cision. 

The suggested basis for allocation 
of factory indirect expenses is the 
proportion which direct productive la- 
bor attributable to the contract bears 
to the total direct productive labor 
during the period within which the 
contract is performed. The proposed 
basis is qualified for circumstances 
where indirect factory expenses are 
incurred in different amounts and in 
different proportions by the various 
production departments. It is stated 
that consideration shall be given to 
such cricumstances to the extent 
necessary to make a fair and reason- 
able determination of applicable cost. 

If a company has developed a bet- 
ter method of distribution than the 
one suggested it should be used. For 
example, material handling charges 
may be spread over material costs, 
fixed costs may be assigned according 


to floor space or by shop centers, and 
maintenance and repair costs may be 
charged according to departments 
served. Distribution methods based 
upon production, direct labor hours, 
or machine hours, might also be ap- 
propriate in some circumstances for 
some of the elements of factory over- 
head. 

Problems of overhead distribution 
should receive very careful consider- 
ation and effort should be made to 
determine the maximum practicable 
and reasonable amount of allocation 
rather than to use more or less arbi- 
trary bases of distribution. Attention 
should also be directed to the effect 
of governmental work upon estimates 
previously made of normal operating 
capacity. The additional work may 
call for use of facilities that had pre- 
viously been regarded as excess facil- 
ities. Standards established on the 
basis of normal capacity for commer- 
cial output may well have to be re- 
considered in the light of the actual 
cost basis contemplated by T. D. 5000. 
Use of standards that result in ma- 
terial amounts of over- or under-ab- 
sorbed overhead may cause consider- 
able trouble, and may require exten- 
sive work of reallocation to convert 
the figures back to an acceptable “‘ac- 
tual cost” basis. 

T. D. 5000 suggests that the allow- 
able expenses of distribution, servic- 
ing and administration may be allo- 
cated on the basis of the proportion 
which the sum of manufacturing cost 
and the cost of installation and erec- 
tion of the product, attributable to 
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the contract, bears to the total of 
such costs during the period in which 
the contract is performed. It also 
suggests the alternative of allocating 
bidding, general selling and general 
servicing expenses on the basis of 
sales, that is, by the proportion which 
the contract price bears to the total 
sales made during the period within 
which the contract is performed. 
With respect to these suggested bases, 
it is likewise stated that considera- 
tion should be given to the relation 
which certain classes of such ex- 
penses bear to the various classes of 
articles produced, in order to make 
a fair and reasonable determination 
of costs. 

It is apparent that to obtain the 
maximum benefit under these con- 
tracts reasonable care and diligence 
should be applied to segregate costs 
of all kinds as between government 
and commercial work. It would seem 
to be reasonable that where costs can 
definitely be earmarked as incident 
to the performance of a contract it 
should not ordinarily be necessary to 
include such items in totals to be al- 
located in accordance with suggested 
formulae. 

The suggested bases of distribu- 
tion of indirect expenses call for ra- 
tios computed upon costs accumulated 
during the period within which the 
contract is performed. A question 
arises as to whether compilations on 
an annual basis, and ratios derived 
from such compilations for the pur- 
pose of allocation of indirect costs, 
are fairly applied to contracts started 


within one annual period and com- 
pleted in another. Or, again, whether 
they are fairly applied to contracts 
running for longer than one annual 
period. Where it is feasible to pre- 
pare compilations on a monthly basis, 
it may prove of advantage to make 
allocations on the basis of ratios for 
the specific time in each annual pe- 
riod within which the contract is per- 
formed. Averages over longer than 
one annual period may not be fair 
where there are material differences 
in costs and production of one period 
as compared with another. 

T. D. 5000 and supplemental rul- 
ings invite an approach to these 
problems that will give consideration 
to circumstances to which conven- 
tional or arbitrary methods of allo- 
cation do not apply, in order that 
there may be a fair and reasonable 
determination of costs. 


DEFERRED EXPERIMENTAL AND De- 
VELOPMENT CHARGES 


T. D. 5000 refers to this item as a 
cost to be included among “other 
manufacturing costs.” Such charges 
loom large in some industries, notably 
the aircraft industry. As they are of 
continuous occurrence, it is custom- 
ary to write off such costs currently 
as a part of overhead or administra- 
tive expenses unless they are incurred 
directly for a specific contract, in 
which case they may be treated as 
part of the contract cost. At the same 
time it is customary to maintain a 
record of the cost of individual de- 
velopment projects. 
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In the event that a given project 
results in a marketable new product 
or improvement, an appropriate por- 
tion of the related development cost 
should be chargeable to the cost of 
contracts for such products. The off- 
setting credit for such charges with 
respect to development costs previ- 
ously written off may be passed to the 
current development cost account. 
The effect of such procedure is to 
allocate a greater share of develop- 
ment costs to production which has 
benefited directly from development 
work, no matter at what period this 
work was undertaken, and to reduce 
the amount of development costs to 
be spread over all production as a 
general business expense. 

There is no established rule for 
determining the appropriate portion 
of development costs which may be 
charged to a particular contract. The 
general principle involved is to com- 
pute the amortization per unit upon 
an estimate of the total production to 
be realized from the successful de- 
velopment. Usually the eventual 
treatment will coincide with the ap- 
plication agreed upon in the negotia- 
tion of sales contracts. Because of 
the difficulty of arriving at an allow- 
able unit amortization, some contrac- 
tors do not attempt such allocation 
but spread all development costs uni- 
formly over total production. 


OVERTIME BoNusS AND NIGHT SHIFT 
30NUS 


There has long been a difference of 
opinion among industrial accountants 


as to the best treatment of the extra 
compensation paid for overtime work. 
One school has felt that this bonus 
should be treated as ordinary direct 
labor and be charged against the cost 
of the specific job on which the over- 
time is experienced. A second school 
of thought has felt that the particular 
job on which the overtime is worked 
is merely a “happenstance” ; that the 
necessity for working overtime arises 
from operating conditions, the effect 
of which should be reflected propor- 
tionately in the cost of all production. 
The adherents to the latter thought 
point out that it is absurd to say that 
a piece of work costs more if per- 
formed at seven o’clock in the evening 
than if it were performed at four 
o'clock in the afternoon. Hence, these 
accountants favor the inclusion of 
overtime bonus in the overhead struc- 
ture. 

In those which use 
standard costs, the foregoing question 
is largely academic because in any 
event the overtime bonus would be 
reflected as a variation from standard 
costs and it is immaterial whether 
such variation is termed labor or 
overhead as long as it is separately 
identified. Of course in those cases 
where the customer agrees to pay the 
overtime necessary to meet his deliv- 
ery requirements there is no argu- 
ment as to the treatment of the over- 
time costs. 

A third point of view expressed by 
those who have the “responsibility 
complex” is that overtime bonus is not 
a cost of manufacture at all; that it 
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is the result, either, of the failure of 
the management to provide proper 
facilities or of salesmen’s optimistic 
promises as to shipping dates. The 
proponents of this theory like to see 
overtime bonus “below the line” or at 
the outside as a direct charge to cost 
of sales without reflection in the cost 
of manufacture. The latter type of 
treatment is presently being adopted 
by a number of companies but for 
another reason. 

Many companies are working five 
or six ten-hour days over two shifts. 
The application of time and a half 
for all time worked in excess of 40 
hours a week plus sometimes a bonus 
(perhaps 10 per cent) for the night 
shift, in effect results in an increase 
in hourly wage rates of somewhere 
around 15 per cent. Companies whose 
products have a commercial as well 
as a military application and which 
manufacture essentially for stock, 
recognize that within a year, or at 
most two, their entire finished prod- 
uct inventory may well contain a 
labor component which is some 15 
per cent above the basic wage rate, 
which basic wage rate may soon be 
higher. Obviously, it is undesirable 
to include in inventory value labor 
costs higher than those computed at 
basic wage rates. 

Conservative managements charge 
overtime bonus and night shift bonus 
directly to costs of sales in the month 
in which they are incurred. Of course 
in those instances where the supplier 
is working on cost-plus contracts he 
will charge the apropriate amount of 


overtime and night shift bonus to the 
specific government contract affected. 
In that case the charge to cost of 
sales is merely deferred until the con- 
tract itself is closed out. 

The foregoing discussion of over- 
time pay is not concerned exclusively 
with accounting for government con- 
tracts; it is primarily concerned with 
accounting in a war economy. The 
former is, for the most part, a ques- 
tion of mechanics of proper documen- 
tation of allowable costs; the latter 
involves the application of principles 
the effects of which may be felt for 
many years. 


PROBLEMS OF INTERPRETATION 


In dealings with government it 
must be kept in mind that procedures 
acceptable to one bureau or branch 
of government may prove unaccep- 
table to another bureau or branch. 
The Bureau of Internal Revenue may 
regard an item or transaction in an 
entirely different light than do the 
Var and Navy Departments. The 
Comptroller General’s office may 
place an altogether different construc- 
tion on matters passed by the depart- 
ments of which they are the immedi- 
ate concern, A treatment in accord 
with regulations of the Treasury may 
face an entirely different viewpoint 
when presented to the Securities and 
Exchange Commission. 

l‘inally, in the event that disagree- 
ment leads to litigation, the courts 
enter the picture and place their own 
interpretations on contract provisions, 
statutes and regulations. 
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Montgomery Library of Accountancy 


at Columbia University 
Extracts from the Report of the Librarian for 1940-41 


We were fortunate in acquiring the 
books of Talbot, Lathrop and Gor- 
don, tea merchants, for we have in 
them the history of a changing busi- 
ness over half a century. George A. 
Talbot apparently started business as 
a “commission” merchant about 1830, 
and was at 164 Front Street until 
1841-2. Our records cover only the 
first two years of his business, 1830- 
1832. In 1836, however, he 
have formed a partnership with Wil- 


must 


liam G. Lathrop, for we find the firm 
of Talbot and Lathrop is listed at the 
same address, 164 Iront. For this 
period we have a cash book, 1837- 
1840, and a journal, 1838-1842. An- 
other type of record was begun by the 
firm: a “Reference book,” dating 
from 1838, giving credit information 
on clients (thus pre-dating Dun and 
Bradstreet), and continuing until 
about 1864... . 

Other Talbots were associated with 
the Oliphants, or Olyphants, of Lon- 
don and Hong Kong, with offices of 
Talbot, Olyphant & Co, at 66 South 
Street. 

All of these Talbots, together with 
the Gordons, the Lathrops and Oly- 
phants were merchants with closely 
knit business interests, who conducted 
extensive trade in China teas, in 
sugar, and in silk. Apart from value 
as documents in the history of China 


trade, these books have a definite in- 
terest for one who wishes to study 
the treatment of complicated business 
relationships in accounts. 

Another, earlier, example of prac- 
tice is the account of David Trum- 
bull with Connecticut and the United 
States, presented June 23, 1783, over 
two months before the permanent 
treaty of peace, after the Revolution, 
was signed in Paris. The document 
itself is a folio sheet, folded, with the 
first three pages containing an item- 
ized statement of sums paid to indi- 
viduals for various purposes from 
February, 1777 to February, 1778, 
and the fourth, a balance of receipts 
and expenditures. 

About 53% of total expenditures 
was paid for “recruiting service.” 

The 1788 ledger of a Philadelphia 
merchant shows some accounts with 
Senjamin Franklin and Peter Muhl- 
enberg. One of the most interesting 
personal accounts is that of Henry 
Keppele (fol. 147), for the merchant 
has appended to the Cr. side a lengthy 
statement of his relations with 
Keppele. In November, 1775, our 
merchant moved into a house owned 
by Keppele upon the latter’s invita- 
tion, but the latter evaded any inquiry 
as to rental until 1784, when he pre- 
sented an ‘“‘anormous” bill for the 
whole period at the then prevailing 
high rents. Protest followed, and 
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final settlement was made for £935, 
which allowed for deductions for the 
period December, 1776 to July, 1778, 
when the British occupied Philadel- 
phia and our merchant fled to Lan- 
caster. This ledger is an instance of 
the practice recommended by Dow- 
ling, Jackson and others, of opening 
a new ledger at the beginning of the 
year; a note on the fly-leaf of the 
volume: “These accounts are carried 
into Petty Ledger C—and is there- 
fore of no use,” though there is no 
indication of a balance or closing out 
of the ledger. . 

Another English document of un- 
usual significance for our collection 
is a chronological index of revenue 
laws from 1689 to 1714, with annual 
estimates of receipts and of appro- 
priations (for army and navy only). 
‘or anyone working with the British 
financial records now in this Library 
the index illumines as no existing 
printed index does, the significance of 
individual items of revenue appearing 
therein. Additional interest is pro- 
vided in references to funds and 
regulations of the Bank of England 
from its incorporation in 1694 to the 
“Lottery act” in 1714 with “proviso 
for the South Sea Company.” 

A broadside of “Accounts of the 
guardians for the relief and employ- 
ment of the poor of the City of Phila- 
delphia, the District of Southwark, 
and the Townships of the Northern 
Liberties and Penn, for the year end- 
ing on the twenty-first day of May, 
1832” contains among others a state- 
ment of the “Manufactory at the 


Alms House and House of Employ- 
ment,’ an early precedent of the 
W. P. A. This is an unusual example 
of the system of classification and 
distribution of items at this date for 
an organization of the sort. 

Additions have been made as well 
to printed treatises: an 1837 edition 
of Bennett, an 1825 of Samuel Green 
(in Daboll), 1785 “Instructor, or 
American young man’s companion,” 
Preston, 1833, Rich (St. Louis, 
1879), Nixon, 1854. We are still 
awaiting the very important Claude 
Irson: ‘“‘Methode pour bien dresser 
comptes,” 1678, 
which we lack, and Alison and Wad- 
del’s “Accountants and _ auditors: 
their duties briefly considered,” 1859, 
ordered from London, but with 
European conditions as they are, de- 
liveries are very slow. 


toutes sortes de 


Use of the collection continues, 
both of manuscripts and of books. 
Miss Virginia Bever worked on Col- 
onial and English manuscripts; 
Washington Sycip, a doctoral candi- 
date, is to carry on research in some 
phase of accounting history, and stu- 
dents in accounting classes have been 
preparing brief papers on some phase 
of the subject. Inquiries also have 
been received from outside the Uni- 
versity: from a member of the fac- 
ulty of a western university, and 
from Mr. Norman E. Webster, of 
Webster, Horne & Blanchard, who is 
writing on the history of accounting 


in New York State. Dr. Peragallo 


(Continued on page 23) 
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Our New Partners 


It is with pleasure that we add to 
the list of partners which appears on 
this page the names of four men who 
have for many years past been mem- 
bers of our staff and who by their 
character, skill, industry and good 
judgment have won the esteem of 
their fellow workers and of our 
clients. “For the record” this issue 
of the L. R. B. & M. JourNAt con- 
tains as its leading articles brief 
biographical sketches of the four new 


partners, Joel D. Harvey and Albert 
E. Hunter, of Boston, and Harry H. 
Steinmeyer and Carl H. Zipf, of 
Philadelphia. They have our best 
wishes for a long and happy associa- 
tion with the L. R. B. & M. family 
to which they have already made such 
a valuable contribution by their de- 
voted service in past years. 


The 1941 Firm Meeting 


The annual meeting of the firm 
was held this year at the Dearborn 
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Inn in Dearborn, Michigan, on Fri- 
day and Saturday, September 19 and 
20, 1941. Coming hard on the heels 
of the Institute’s convention in De- 
troit, it enabled quite a number of the 
L. R. B. & M. organization to be 
present at both meetings. 

Most of those attending the firm 
meeting arrived in Dearborn early 
Friday. An elastic program had been 
provided for the morning: some 
played golf at the Dearborn Country 
Club, some were taken on a tour 
through the gigantic River Rouge 
plant of the Ford Motor Company, 
and others visited Greenfield Village 
and the Edison Institute. 


Mr. Lybrand opened the meeting in 
the afternoon by greeting those pres- 
ent and reading excerpts from letters 
received from members of the Lon- 
don office now serving with the Brit- 
ish armed forces. 

In due course greetings were cabled 
to our London office, to which the 
following reply was later received: 
“Many, many thanks to rest of fam- 
ily for kind greetings and to all 
United States citizens for enormous 
aid given our country.” 

An innovation at this year’s meet- 
ing was the character of the Friday 
afternoon session. The program for 
this session was in three parts and 
was produced by members of the or- 
ganization other than partners and 
managers. The latter, in fact, al- 
though invited to attend as guests, 
had no voice in the proceedings. 


The program began with a per- 


formance combining free verse and 
sleight of hand, ably presented by 
Messrs. Troyer and Paige of the 
Philadelphia office. Starting with a 
poem which played on the names of 
all the partners, there followed a 
series of short verses which, inter- 
spersed with card tricks, poked good 
natured fun at individual partners. 

Mr. Boutelle (Boston) then read a 
paper prepared by Messrs. Thompson 
and Wakefield (also of Boston) 
which purported to be a review of an 
unpublished book, “The Duties of a 
Partner.” We have had books deal- 
ing with the duties of junior account- 
ants and senior accountants, and the 
collaborators reasoned that what the 
profession needs is a book outlining 
the duties of partners. That account- 
ants do have a sense of humor was 
amply demonstrated by the authors, 
and Mr. Boutelle’s delivery was ex- 
actly suited to the topic. 

A highlight of this session was an 
“Information Please” type of pro- 
gram with Mr. Bischoff (New York) 
as chairman and a board of so-called 
experts, consisting of Messrs. Stein- 
meyer and Zipf (Philadelphia), Leete 
(New York), McHugh (Pittsburgh), 
Zipser (Chicago), Wood (Rockford), 
Draewell (San Francisco), and Hun- 
ter (Boston). The questions were 
picked for their controversial nature 
and the “experts” had no advance 
knowledge of them. It soon became 
apparent that the questions were 
known to some of those in the audi- 
ence who immediately challenged the 
expert’s response. The discussion on 
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each question was lively, spontaneous 
and—in some cases—humorous. 

It seemed to be the consensus of 
opinion that this session, if not in- 
formative, was certainly enjoyable. 

Turning to the more serious aspect 
of the meeting, the Friday evening 
session dealt with the review of 
clients’ accounting methods and pro- 
cedures, the discussion being led by 
Messrs. Fischer, Jennings and Knoll. 

The Saturday morning session con- 
sisted of a series of round table con- 
ferences on technical subjects led by 
specialists from the various offices. 
Because many of the questions dis- 
cussed at the conferences had been 
submitted in advance, there was op- 
portunity for a considered response 
to each of the questions. The sub- 
jects of the round tables and the dis- 
cussion leaders follow: 


SEC procedures, includ- 


ing investment com- Rappaport and 
panies Harvey 
Internal control and audit 
program matters Breslin 
Cost problems Kassander 
feeeoese 
Davidson 
. . . | Tafel 
Federal tax situations Wakefield 
Richardson 
Kay 
Depreciation problems Ochis 
War contract problems, Parshall and 
including amortization Magathan 
Utility company problems Campbell and 
Zipf 
Personnel and wage hour 
matters Ankers 
Canadian matters Jephcott and 
Hoult 


Auto finance and pei- 


sonal loan companies Steinmeyer 





The final session of the meeting 
was devoted to federal tax matters. 
A discussion of abnormalities recog- 
nized, and the relief from excessive 
excess profits tax provided, in sec- 
tions 721 and 722 of the Internal 
Revenue Code was led by Mr. 
Haynes (Washington). Mr. Ochis 
(New York) made some observations 
on depreciation accounting, with par- 
ticular emphasis on the possibilities 
of accelerated depreciation for in- 
come and excess profits tax purposes 
in view of increased use of produc- 
tive facilities during the defense 
emergency. Interesting possibilities 
and developments in federal taxation 
were discussed by Mr. Davidson 
(New York). 

The presentation of sports prizes 
was made by Mr, Sinclair, whose act 
has become an institution—one of the 
most looked for features of any pro- 
gram. With his customary wit, he 
awarded prizes to the following: 
Low net—Ives (Atlanta) 

Low gross—Starr (Cincinnati) 

Low net, first 9 holes—Ankers (New York) 

Low net, second 9 holes—McHugh (Pitts- 
burgh) 

Low gross, first 9 holes—Hulse (Philadel- 
phia) 

Low gross, second 9 holes—Moss (Dallas) 

Low par 3 holes—Haynes 

(Washington) 

Closest to pin on tee shot at 17th hole— 

Sinclair (New York) 

Birdies—Hand and Hewitt (Philadelphia) 
Kickers’ handicap—Cryer (Cleveland) 
High gross—Becker (Cincinnati) 


gross on 


The prize for low net to Mr. Ives 
includes custodianship for one year 
of the L. R. B. & M. cup. His is the 
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unusual distinction of having twice 
won this coveted trophy. 

About 135 men attended the meet- 
ing, the arrangements for which were 
perfectly handled by Mr. Russell and 
his staff in the Detroit office. 

i. oe. 


The Adam Averell Ross Prizes 

The December 1940 issue of the 
L. R. B. & M. JouRNAL made men- 
tion that Mr. T. Edward Ross had 
founded two prizes in The Wharton 
School of Finance and Commerce, 
University of Pennsylvania, in mem- 
ory of Mr. Adam Averell Ross, one 
of the founders of the firm of Ly- 
brand, Ross Bros. & Montgomery. 
The award of the prizes this year was 
set forth in the program of the One 
Hundred and Eighty-Fifth Com- 
mencement for the Conferring of De- 


grees by the University of Pennsyl- 
vania on June 11, 1941, as follows: 


In the Wharton School 

THe ApAM AvERELL Ross Prize of 
twenty-five dollars, founded July 11, 1939, 
by Mr. T. Edward Ross in memory of 
his brother, awarded to the student who, 
having majored in Accounting, gives most 
promise of success in that field on the 
basis of character, scholarship and per- 


sonality. Awarded to William Sproul 
Woods, Jr. 
THE ApAM AvERELL Ross Prize of 


twenty-five dollars, founded July 11, 1939, 
by Mr. T. Edward Ross in memory of his 
brother, awarded to the student who has 
majored in Accounting in the Post-Gradu- 
ate Division of the Wharton School and 
has presented the best thesis for the 
Master of Business Administration degree. 
Awarded to George William Goodell for 
his thesis on “Budgetary Control in De- 
partment Stores.” Honorable Mention to 
James Leo Cullather for his thesis on 
“The Treatment of Cash Discounts on 
Purchases in the Income Statement.” 


Montgomery Library of Accountancy 
(Continued from page 19) 


has continued his study, as proved by 
the article in the Journal of Account- 
ancy on the “Origin of the Trial 
Balance,” and Mr. de Roover has ap- 
plied for photostats of some pages 
from Paciolo. 

Exhibitions are currently main- 
tained, the latest including the “clas- 
sics” of accounting literature, selected 
manuscripts from Italy, examples of 
different types of American books of 


record, and two items from the Tal- 
bot and Lathrop purchase. 

We believe the Montgomery Li- 
brary will have even greater world 
importance for research as its re- 
sources are developed, and there can 
or will be less dependence on Euro- 
pean sources. There are no other 
libraries on this continent that can 
compare with it in wealth of account- 
ing history materials. 
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Dallas Office Century Club Tournament 


By Georce R. Hitt 
(Dallas Office) 


A sand storm appeared suddenly 
over the western section of Dallas 
shortly after 2 P.M. on Thursday, 
April 17th. Airline pilots stated that 
the dust laden clouds were visible for 
miles and were centralized over the 
Brook Hollow Golf Club. They 
further stated that they were forced 
to detour the heavy cloud of dust as 
the visibility was practically zero at 
an elevation of 10,000 feet. An in- 
vestigation of this phenomenon re- 
vealed that the L. R. B. & M. Cen- 
tury Club (so named because so very, 
very few members break a hundred) 
-was holding its first annual golf 
‘game, and the dust storm was oc- 
casioned by the players trying to ex- 
tract their balls from the numerous 
sand traps on the course. 

The members were the guests of 
the Texas resident partners for the 
afternoon of golf, and dinner was 
served at the Club after a full and 
complete post-mortem was held at the 
19th hole. The playing members with- 
stood the jeers and facetious remarks 
of the kibitzing members, the smirks 
of the Nubian caddies, as well as the 
questions from the purveyors of soft 
drinks to determine if the Variety 
Club was having its annual outing. 
The nonplaying members acted as 
unofficial judges and made exhaus- 
tive tests of the strokes as well as 
direct confirmation of the score. Each 


player was forced to make a dis- 
claimer with respect to the manner in 
which each shot was played. 

Mr. Arthur dis- 
qualified themselves from participa- 
tion in the prizes and Dame Fortune 
(as to other competitors) placed 
Robert Harper, a potential threat, in 
the hospital for an appendectomy two 
days before the contest, thus insuring 
a wide open, no holds barred, battle 
of the Century. 


Moss and Mr. 


Prizes were awarded for low gross 
score and runner-up, and for low net 
score and runner-up. No recognition 
was given for honesty in compiling 
the greatest number of strokes for 
one afternoon of play. Handicaps 
were computed in accordance with 
the system devised by the New York 
office for its tournaments, and proved 
an effective means of distributing 
prizes based on net scores, despite 
murmurings to the effect that an allo- 
cation of prizes had been made days 
before the tournament. Protests of 
the “natives” that 100% of the “for- 
eigners” acquired 50% of the prizes 
were overruled by the Committee 
and the presentations were ably made 
by Mr. Arthur as follows: 


Fe, re Hill 
Runner-up ........ Leininger 
SiS), eee Smith 


Runner-up 
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Notes 


Our firm was well represented in 
both attendance and activity at the 
annual meeting of the American In- 
stitute of Accountants in Detroit on 
September 15-18. Seventeen partners 
and forty-four staff members from 
seventeen of our offices were in at- 
tendance. 

Mr. Russell and various members 
of the Detroit office staff participated 
actively in the preparations for the 
Institute meeting. Mr. Russell was a 
member of the committee on meetings 
and of the subcommittee on technical 
sessions. Mr. E. J. Barr was chair- 
man of the transportation subcom- 
mittee, and he and Mr. M. A. Yockey 
were members of the subcommittee 
which arranged an attractive program 
of entertainment as a foil to the rich 
program of technical and business 
sessions. 

Colonel Montgomery and Mr. 
Fischer attended the meetings of the 
Council. The Colonel also served as 
one of the panel of experts at the 
“Question Box” meeting on Wednes- 
day evening which was one of the 
most enjoyable events of the Institute 
meeting. Mr. Ross attended a meet- 
ing of the education committee of 
which he is a member. At the session 
devoted to Industrial Accounting, Mr. 
Marsh read a paper on “The Effect 
on Financial Statements of Standard 
Cost Procedures and Audit Problems 
Arising Therefrom.” Mr. Staub at- 
tended a meeting of the committee on 


accounting procedure, and served as 
chairman of the research session. Mr. 
R. G. Ankers, of the New York office, 
presented a paper on Staff Methods 
at the session which considered Inter- 
nal Operating Problems of an Ac- 
countant’s Office. 

Mr. Hunter presided at the meet- 
ing of the Advisory Council of State 
Society Presidents of which he 
has been chairman during ‘the past 
year. It is interesting to note that 
Mr. Hunter’s successor, elected for 
the present year, is also an L. R. B. 
& M. man, Mr. A. J. Starr of Cin- 
cinnati, who had been elected presi- 
dent of the Ohio Society of Certified 
Public Accountants at this year’s an- 
nual meeting of that society. Mr. 
Griffith attended the meeting of the 
Association of Certified Public Ac- 
countant Examiners by reason of his 
membership on the State of Wash- 
ington board of examiners. 

Among the points of interest at the 
Detroit meeting of the Institute was 
an exhibit of pictures taken during 
the early days of the accounting pro- 
fession in this country. The exhibit 
included both group and single pic- 
tures of men who were active in the 
accounting societies during the pro- 
fession’s formative years and in such 
significant events as the First Inter- 
national Congress at Saint Louis in 
1904, the 21st Annual Meeting of the 
American Association of Public Ac- 
countants at Atlantic City in 1908, 
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and the Third International Congress 
at New York in 1929. Mr. Lybrand, 
Mr. T. Edward Ross, Mr. Adam A. 
Ross, Colonel Montgomery, Mr. 
Pugh and Mr. Staub appeared in a 
number of the pictures included in 
this historical exhibit. 


For at least ten years past the 
officers, board of directors, and com- 
mittee chairmen of the New York 
State Society of Certified Public 
Accountants have held a dinner meet- 
ing each Fall to consider the work of 
the Society for its current year. This 
Fall’s meeting was held at the Wal- 
dorf-Astoria on September 25. All 
but two of those who had served the 
Society as president during the two 
decades 1922 to 1941 were 
present; of the absentees one was on 
government service in Washington, 
and the other was on welfare service 
which prevented his attendance. Col- 
onel Montgomery who had been presi- 
dent in 1922-24 and Mr. Staub who 
had been president in 1933-35 were 
among the past president group at the 
dinner. Mr. R. G, Ankers and Mr. 
A. R. Kassander, of our New York 
staff, attended the dinner as chairmen, 
respectively, of the employment and 
cost accounting committees. 


from 


At the annual meeting of the Con- 
trollers Institute of America, held at 
the Waldorf-Astoria in New York 
on September 30, Mr. Staub dis- 
cussed the Treatment of Unamortized 
Discount and Expense and Redemp- 
tion Premium in Bond Refunding 


Operations with particular reference 
to Accounting Research Bulletin No. 
2 issued on that subject by the Amer- 
ican Institute of Accountants. 

One of the principal sessions of 
the Third Accounting Institute held 
at the Columbia University (New 
York) School of Business October 
30-31 was devoted to a presentation 
and discussion of the revised state- 
ment of Accounting Principles Un- 
derlying Corporate Financial State- 
ments, published by the American 
Accounting Association in the June, 
1941 issue of The Accounting Re- 
view. Mr. Staub presented The Pub- 
lic Accountant’s View of the state- 
ment. 


At this year’s annual meeting of the 
Pennsylvania Institute of Certified 
Public Accountants held at Bedford 
Springs, Pa., Mr. Fischer spoke on 
“The Practitioners’ Point of View” 
at the session devoted to consideration 
of Education for the C. P. A., the 
Younger C. P. A. and the Staff. At 
a session with the program, “Station 
C. P. A. on the Air,” Mr. Harry 
Zug, of our Philadelphia staff, spoke 
on “The Things I Look For in Exa- 
mining the Pay Roll”; the eight 
fifteen minute speakers on this pro- 
gram had all obtained their C. P. A. 
certificates in the last few years. 


Mr. Marsh recently spoke on the 
subject “Inventory Control and 
Priorities” before the Youngstown 
Chapter of the National Association 
of Cost Accountants. 
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Horace E. Witman 


All the members of the L. R. B. & 
M. organization who knew Horace 
Witman were saddened to hear of his 
death on September 15 last at his 
home in Llanerch, Pennsylvania, 
after a long illness. He had been a 
member of our Philadelphia staff 
since 1918, and had always been 
highly regarded for his ability, indus- 
try and friendliness. 

Mr. Witman had received his 
C.P.A. certificate from the State of 
Pennsylvania in 1925 and in the same 
year he had become a member of the 
Pennsylvania Institute of Certified 
Public Accountants. 

He is survived by his widow, two 
sons and a daughter. 

RE Be 


Mr. Duncan Bruce, of the Pitts- 
burgh staff, spoke on the subject of 
“Baseball Accounting” before the 
Pittsburgh Chapter of the National 
Association of Cost Accountants. 


At a recent meeting of the Credit 
Club of the Cincinnati Association of 
Credit Men, Mr. Dennis gave a 
brief talk on “Some Experiences in 
Public Accounting.” 


Mr. Robert Buchanan, of the San 
Francisco staff, has been elected a 
director of the California State So- 
ciety of Certified Public Accountants. 
On July 23, he addressed the annual 
summer business conference at Stan- 
ford University, on the subject of 


“Recent Developments in Federal 
Taxation.” The conference was at- 
tended by over five hundred business 
executives from the Pacific Coast 
area, oe 

Mr. W. G. Draewell, of the San 
Francisco staff, was reelected a di- 
rector of the San Francisco Chapter 
of the California Society. At its an- 
nual meeting in June, Mr. Draewell 
read a paper on “Physical Verifica- 
tion of Inventories.” 


Mr. Robert S. Warner, who is in 
charge of our St. Louis office, has 
been elected Secretary of the Mis- 
souri Society of Certified Public 
Accountants. 


Mr. Mark E. Richardson, of the 
Philadelphia staff, is one of the lec- 
turers in a special tax clinic conducted 
by the Gibson Institute. He is also 
scheduled to lecture on Pennsylvania 
Taxes at the C. P. A. Coaching 
Course at the Gibson Institute. Mr. 
Richardson is serving as a member of 
the Executive Committee of the 
Philadelphia Chapter of the Penn- 
sylvania Institute of Certified Public 
Accountants, and as chairman of its 
Committee on Meetings. 


Mr. A. R. Kassander, of the New 
York staff, was one of two speakers 
at the October 14 meeting of the New 
York Chapter of the National Asso- 
ciation of Cost Accountants. The 
subject of the evening was “Organiz- 
ing A Cost Department—Set-up and 
Operation with Case Study.” 





~ aes 
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Mr. Ivan R. Potts, of the Seattle 
staff, passed the latest Washington 
C.P.A. examination. With his acqui- 
sition of the C.P.A. certificate, the 
Seattle staff is composed one hundred 
per cent of C.P.A.’s, a fact of which 
that office is justly proud. 





Mr. Frank M. Kalteux, who had 

been a member of the Chicago office 
staff for many years, has been ap- 
pointed Secretary of the Illinois Com- 
merce Commission. 
Philip Bardes, of the New 
York staff, received the degree of 
LL.B. from New York University on 
June 11. He third in the 
graduating law class which numbered 
about 150 members, and received 
honorable mention. This was an espe- 
cially worthy accomplishment because 
of his having taken the law course in 
four years of evening work, Mr. 
3ardes received the B.S. degree from 
New York University in 1932 and the 
M.B.A. degree in 1933. 


Mr. 


stood 


William Galbally, Jr., of the Los 
Angeles staff, has been appointed 
Chairman of the Section on Unem- 
ployment and Social Security of Los 
Angeles Town Hall. This organiza- 
tion is of considerable local import- 
ance, having a large membership and 
being representative of the business 
and professional life in Los Angeles. 


Since the publication in previous 
issues of our JouRNAL of L. R. B. & 
M. men in service with the armed 


forces or in other government ser- 
vice, the following additions to the 
list have come to the editor’s atten- 
tion: 

Detroit: 

Lieutenant M. H. Willey completed 
one year in active service on July 
13, and is continuing on for an- 
other year. 

Los Angeles: 

Mr. John V. Chambers is on leave 
of absence for work with the 
District Office of the Navy Cost 
Advisory Department at San 
Diego. This Office is supervising 
the costs and progress of ship- 
building contracts and Navy air- 
plane construction in Southern 


California. 
New York: 
Mr. Kirk Batzer is a Cadet at the 


Naval Air Station, Floyd Ben- 
nett Field, New York. 
Rockford: 

Mr. H. H. Blevins, who is a re- 
serve officer, has been called for 
service. 

Mr. J. Robert Dawson has re- 
sponded to a call under the Se- 
lective Service Act. 

San Francisco: 

Mr. Tom McLaren, Jr., has been 
called for duty under the Selec- 
tive Service Act. 

Seattle: 

Mr. J. Lindsay Cook has been 
appointed Supervising Auditor 
in the Bureau of Supplies and 
District. 
Accounts 


for the 13th Naval 
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